AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE GAUTENG PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON MERAFONG CITY LOCAL MUNICIPALITY FOR 

THE YEAR ENDED 30 JUNE 2010 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Merafong City Local 
Municipality, which comprise the statement of financial position as at 30 June 2010 and 
the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting policies 
and other explanatory information, as set out on pages 1 to 49 

Accounting Officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice {SA Standards of GRAP) and in the manner required 
by the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA). This responsibility includes: designing, implementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are 
free from material misstatement, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable in 
the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) 
and section 4 of the Public Audit Act of South Africa, 2004 (Act No.25 of 2004)(PAA) my 
responsibility is to express an opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with international Standards on Auditing and 
General Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 
2009. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial statements 
are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation 
and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion on 
the effectiveness of the entity’s internal control. An audit also includes evaluating the 



appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 

Opinion 

7. In my opinion, the financial statements present fairly, in all material respects, the 
financial position of the Merafong City Local Municipality as at 30 June 2010, and its 
financial performance and its cash flows for the year then ended in accordance with SA 
Standards of GRAP and in the manner required by the MFMA. 

Emphasis of matter 

8. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Significant uncertainties 

9. With reference to note 46 to the financial statements, the municipality was a defendant in 
a number of legal claims. The ultimate outcome of these claims cannot presently be 
determined, and no provision for any liability that may result was made in the financial 
statements. 

Restatement of corresponding figures 

10. As disclosed in note 39 to the financial statements the corresponding figures for 
30 June 2009 were restated as a result of errors discovered during the year of current 
balance sheet date in the financial statements of Merafong Municipality at, and for the 
year ended, 30 June 2009. 

Unauthorised/fruitless and wasteful/irregular expenditure 

11. As disclosed in note 41.1 to the financial statements, irregular expenditure to the amount 
of R141 157 was incurred as a result of inappropriate granting of paid sick leave, 
R249 900 due to non compliance with supply chain management policies and 
R2 189 906 resulting from overpayment of output tax due to incorrect application of the 
VAT Act. 

12. As disclosed in note 41.2 to the financial statements unauthorised expenditure to the 
amount of R54 058 000 was incurred due to overspending on various votes. 

Material losses 

13. As disclosed in note 53 to the financial statements, material losses to the amount of 
R9 772 158 and R6 672 170 were incurred as a result of electricity and water losses 
respectively. 



Additional matter 

I draw attention to the matter below. My opinion is not modified in respect of thise matter: 

Unaudited supplementary schedules 

14. The supplementary information set out on pages 50 to 56 does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

15. In terms of the PAA of South Africa and General notice 1570 of 2009, issued in 
Government Gazette No. 32758 of 27 November 2009 I include below my findings on 
the report on predetermined objectives, compliance with MFMA, Municipal Systems Act, 
2000 (Act No. 32 of 2002)(MSA), Municipal Structures Act, 1998 (Act No. 117 of 1998), 
Municipal Regulations(Regulations-GNR/GN) and financial management (internal 
control). 

Predetermined objectives 

There were not material findings on the report on predetermined objectives as set out on 

pages 1 to 44. 


Compliance with laws and regulations 

Municipal Finance Management Act, No 2003 

Expenditure was not paid within the parameters set by the applicable legislation 

16. Contrary to the requirements of section 65(2)(e) of the MFMA, invoices were not settled 
within 30 days of receipt. 

The financial statements were not prepared in accordance with applicable legislation 

17. Contrary to the requirements of section 122 (1) of the MFMA, the municipality did not 
prepare financial statements in accordance with the legislative requirements as the 
financial statements submitted for audit on 31 August 2010 since material amendments 
made to assets, provisions, equity and liabilities arising from the audit. 

Municipal Systems Act, 2000 

Supply Chain Management legislative requirements were not implemented or not 

adhered to 

18. Twenty four (24) councillors did not declare their interest for the current financial period 
as required by Section 7 of Schedule 1 of the MSA 



19. The executive mayor did not declare his interest for the current financial period as 
required by Section 7 of Schedule 1 of the MSA 

Local Government Municipal Performance Regulation for Municipal Managers and 
Managers directly accountable to Municipal Managers 

Supply Chain Management legislative requirements were not implemented or not 
adhered to 

20. Four (4) managers did not declare their interests as required by Regulation 805. 

Unemployment Insurance Act 
Compliance with other enabling legislation 

21. UIF was not being deducted from the allowances paid to the councillors resulting in non 
compliance with this Act. 


INTERNAL CONTROL 

22. 1 considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectiv.es and compliance with the MFMA, MSAi Municipal 
Structures Act, 1998 (Act No. 117 of 1998), Municipal Regulations(Regulations- 
GNR/GN), but not for the purposes of expressing an opinion on the effectiveness of 
internal control. 

23. The matters reported below are limited to the significant deficiencies regarding the 
findings on the report on predetermined objectives and the findings on compliance with 
laws and regulations. 

• Leadership 

24. The accounting officer did not exercise oversight responsibility over reporting and 
compliance with laws and regulations and internal control 

• Financial and performance reporting 

25. Systems were not appropriate to facilitate the preparation of the financial statements and 
performance reports. 

• Governance 

26. No matters to report 



OTHER REPORTS 


Investigations 

Investigations completed during the financial year 

27. An investigation was conducted by an independent consulting firm on request of the 
municipality. The investigation was initiated by management's identification of irregular 
journals being processed against consumer accounts by employees in the finance 
department income section. The investigation resulted in criminal proceedings instituted 
against the identified employees. Management was in the process of disciplinary 
procedures against the employees concerned. 

28. An investigation was conducted by an independent consulting firm on request of the 
municipality. The investigation was initiated by management to investigate irregularities 
relating to the fire services division. With the transfer of the fire services division to the 
District Municipality, the disciplinary procedures will be dealt with by the District 
Municipality. 

29. An investigation was conducted by the Gauteng Provincial Government on the request of 
the municipality relating to the general management of the municipality. Management 
was in the process of implementing the recommendations of the forensic investigation 
report. 




Johannesburg 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing I o build public confidence 



